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PREFACE 


Over the past 50 years sweeping changes have occurred in this country in the 
functions and activities of the Federal Government. Some of these changes are 
to be expected as a result of increasing population, industrial, and commercial 
growth and our greater participation in world affairs. 

By no means have all of the changes resulted from the foregoing causes. On 
the contrary other deviations have occurred which are totally unrelated to chang- 
ing requirements of Goveriment and which in fact have not been considered as 
functions of Government under our Constitution and its enumerated powers. 

Among these is the increasing participation of the Federal Government in edu- 
cation, slum clearance, nutrition and health, power generation, subsidization of 
agriculture, scientific research, wage control, mortgage insurance, and other activ- 
ities. Most if not all of these were politically couceived and depression born. 
They represent new ventures in our Federal Government’s activities. 

Most, if not all of these newer activities of Government are recommended in 
one place or another in publications of socially minded committees of Govern- 
ment and of reports by various educational groups, social science and others, 
supported by foundation grants. 

They are so foreign to the conception of our Government of enumerated pow- 
ers as we have known it under the Constitution, that the departure has been 
referred to as a “revolution” by one of its proponents who will be quoted later. 
While the groundwork for these changes has been underway for a long time, 
the real acceleration of progress toward these objectives began about 20 years 
ago. Since then, the movement has grown apace with little or no sign of slow- 
ing down. 

The word “revolution” is commonly associated with a physical conflict or 
development of some sort accompanied by publicity that marks its progress one 
way or another. Not all revolutions are accomplished in this manner. 

The lower the social stratum in which a revolution originates, the noisier 
it is likely to be. On the contrary a revolution planned in higher circles by some 
segment of people at policymaking levels may be very far advanced toward 
successful accomplishment before the general public is aware of it. 

A plan may be formulated with some objective in mind, agreement reached, 
organization effected, and action begun initially with a minimum of publicity. 
Such a program has been in progress in this country for years. Originally, the 
thought of such a revolutionary change was probably confined to very few peo- 
ple—the organizers of the movement. With the passage of time and under the 
influence of the growing emphasis on the so-called social sciences, the Federal 
Government begzn to push forward into areas of activity formerly occupied by 
State and local government and private enterprise. 

As an indication of this trend, a statement may be quoted from regional 
planning, a report issued by the National Resources Committee in June 1938. 

“More than 70 Federal agencies have found regional organization necessary 
and there are over 108 different ways in which the country has been organized 
for the efficient administration of Federal services.” 

Arrangements of this type facilitate the gradual expansion of governmental 
action and control through executive directives as distinguished from specific 
legislative authorization. 

Much of this planning was done with the aid of social scientists in Govern- 
ment employ and of outside individuals or groups with similar ideas and ob- 
jectives. Many of these were directly or indirectly connected with educational 
organizations who have and still are receiving very substantial aid from the 
large foundations. 

Some of these activities were undertaken under the guise of temporary aid 
during depression but they have been continued on an increasing seale as will 
be shown in the ensuing report. 

Fvidence indicates that a relatively large percentage of foundation giving 
was originally in the form of grants to endowment funds of educational insti- 
tutions. There has been a sizable shift in later years from grants for endow- 
ment to grants for specific purposes or objectives but still through educational 
channels. 

As far as the economic influence on Government is concerned, the results 
were manifested first through the planning agencies. The recommendations 
made by these grouns finally evolved into more or less routine matters in which 
Congress is now asked to approve each year a series of appropriations to cover 
the cost. These various classes of expenditures are listed and discussed in the 





roduct, Federal debt and disposable personal income. 
t—VWersonal versus governmental 


REVOLUTION 


20 years between 1933 and 1953, the politicians, college professors, and 

wyers, with little help from business, wrought a revolution in the economic 

Pe the 1 te tate Thre epudiated laissez-faire. They saw the 

nple fact that if capitalism were to survive, Government must take some 

responsibility for developing the Nation's resources, putting a floor under spend- 

achieving a more equitable distribution of income and protecting the weak 

igainst the strong. The price of continuing the free society was to be limited 
e! n by Government [italics added. | 

The foregoing statement is the opening paragraph in an article by a Harvard 

professor (Seymour E. Harris, professor of economics, Harvard University in 

the Progressive, December 1953) as printed in a recent issue of a magazine and 

as included in the appendix of the Congressional Record of February 15, 1954. 
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(1) An urban reconstruction program: (e) A program of rehousing on a 
very elaborate scale: It is difficult to differentiate clearly between items 1 and 
3 and such data as sre available will pertain largely to both. 


TABLE 1—New permanent housing units started in nonfarm areas publicly owned * 


Number 

Period ; a 

I ; Average per 

_— year 
| | 

' 87. 000 17, 400 
1-4 294, SOD 44, 960 
( (K) 13, 400 
19 5K) , 833 
] a] 2, 30 0, 000 


onomie Indicator 


Data are not available on the total value involved in this increasing scale of 
public construction. Neither do the available data indicate the division of cost 
between local, State, and Federal Governments 

On February 27, 1954, the Housing and Home Finance Agency reported that 
there were 154 slum clearance projects underway in January 1954 compared 
with 99 at the beginning of 1953. This is an increase of 56 percent in number 
during the year.’ 

These tabular statements should be sufficient to indicate planned action in 
conformity with the suggestions involved in items 1 and 4. There are no data 
available that show any such Federal activities prior to 1935. 

(2) A program of public works along conventional lines: The following table 
shows the value of Federal contracts awarded for new construction. It is not 
possible from the information available to determine the real proportion of cost 
furnished by the Federal Government, The fact that the work is covered by 
Federal contracts suggests that Federal participation is an important percentage 
of the total which also includes whatever proportion is furnished by owners, 
whoever they may be. 





TABLE 2.—Fedcral contract awards for new construction * 





1935 ._ $1, 478, 073, 000 | 1949_- Z ....... $2, 174, 203, 000 
1940 5 : 2, 316, 467, 000 | 1950 : 2, 805, 214, 000 
1945 ; 1, O92, 181, OOO | 1951 ss 4, 201, 989, 000 
1948 4 1, 906, 466, 000 | 1952 4, 420, 908, 000 


Regardless of the degree of Federal participation in this work, the rising trend, 
even in years of high economic output, is obvious. 
A less pronounced trend but a large volume of expenditure is shown in the 
following data. 
Federal expenditures for public works * 


1952 (actual)___- J NN Pe ; $3, 116, 000, 000 
1953 (estimate)_______- aes eh 5S ee 8, 419, 000, 000 


1 Statistical Abstract of the United States, 1953. 


These data are sufficient to indicate the possibility, if not probability, of spend- 
ing for public works on a grandiose scale, The fact that such spending would 
be accelerated when economic activity and governmental income are low would 
mean drastic increases in public debt which is now at extreme and dangerous 
levels. It is significant that the debt has not been reduced but is increasing even 
at the continuing high level of tax collections. 

It is also well to remember that the cost of public works does not cease with 
the completion of the works. On the contrary, increased and continuing costs 
are sustained for operation and maintenance of the additional facilities. This 
is not to condemn or disapprove of reasonable and required expenditures to meet 
the normally growing needs of our increasing population. 





1 New York Times, Feb. 28, 1954. 
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(4) A program of nutrition: The suggestion for a Federal program of nutri- 
tion implied that about 40 percent of our population should be the beneficiaries 
of such a plan. It is scarcely conceivable that any such proportion of our people 
are or have been undernourished. 

The Federal Government since 1936 has been participating in food distribution 
to institutions and welfare cases as well as to school-lunch programs. From 
1936 to 1952, inclusive, the cost of these programs has been as follows: 


TABLE 3.—Federal food program * 


Institutional and welfare cases (direct distribution) _..__._-_---- $306, 090, 000 
School-lunch programs (direct distribution) ..._._...__.__-__------ 290, 330, 000 
School-lunch programs (indemnity plan) -—---~-- 498, 909, 000 


ka a a a a ir ee __... 1, 095, 329, 000 
1 Statistica! Abstract of the United States, 1953 


(5) A program of public health: It was announced by the United States Pub- 
lic Health Service that in October 1952, the one-thousandth hospital had been 
completed under the Hospital and Construction Act. Since 1946, the Federal 
Government has contributed $500 million to this program. The Health Service 
announced that it had 800 additional projects underway or planned as of 1952. 
State and local governments have contributed about twice as much toward this 
work as the Federal Government. 

The record of Federal budgetary expenditures for promotion of public health 
shows the following expenditures for the years indicated. 





TABLE 4 
is Ea ak oa ash Bt a S36, CO OO 1 SO oe 242, 009, 000 
I bite ee. Tema a ce eae 804, 009, 000 
Ea: nth ci tacieattkentdeaicaieavuninih Gs Ce ID ha vs teccsmeteseentioneceteres 328, 000, OOO 
ai i ie ite 139, 000, OOO ee 
Sete Neat ASE 5 171, 000, 000 Me ee 1, 689, 000, 000 


At intervals, agitation is repeatedly renewed on the subject of publicly financed 
medical care. 

Benefits under the various forms of social insurance and public assistance pro- 
grams are increasing rapidly from year to year. Total payments made by Fed- 
eral and State Governments are indicated herewith. 


TABLE 5.—Federal expenditures for social security and health’ (excluding ea- 
penditures from promotion of public health as previously shown) 


iAcineiinne as mae SUE, CO COT In ct dimenan 1, 672, 090, 000 
ae Vg A A See 1, 900, 000, 000 
DE Ci saiiesmiomeiaiaianiisiale Bs CIPI We MIDE iciicdins aie bnk cece tends 1, 992, 000, 000 
acre tee inten Scicinerine Wig Cary Cy OO | ROR cin sntinccrinsicsccciaectinabeaias 2, 163, 000, 000 


1 Statistical Abstract of the United States, 1953 (p. 343). 


Education: A program of Federal contributions to education was not included 
in the five classifications just previously discussed. Such participation has oc- 
curred and in some groups in rapidly increasing amounts. 

Federal aid in vocational education includes expenditures in agricultural trade 
and industrial pursuits and in home economics and to some extent has been 
granted over a period of 30 years or more. The following totals apply to the 
years indicated: 


TABLE 6.—Federal expenditures for vocational education * 


eee ST Th iccnciitnstenniiincasinnn 26, 200, 000 
le eet re OT 26, 623, 000 
eh A ala AAR 19, 958, 000 | 1951______-_-___________- 26, 685, 000 


1 Statistical Abstract of the United States, 1953 (p. 135). 


Two other classes of educational expenditures are made by the Federal Govern- 
ment, one the large payments for the edveation of veterans which is now decreas- 
ing and the other much small but increasing expenditures for general education 
and research. These data are shown herewith: 
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expenditure calls for additional bureaucr: control without diminution of 
similar control by State and local governments In fact, as be s] he 
very conditions of distribution imposed by the Federal Governt t are ay 
ently causing some s ir increases in State and | il governmental costs 

The tremendously high level of taxes and debt and the pressure for still higher 
debt limits and greate xpenditures should convince any thoughtful and under- 
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well served, but on the contrary is being placed in jeopardy. Our obligation to 
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These data show that as of 1953 there were virtually 12 Government employees 
for every 100 other workers, excluding all military forces. The increase since 
1930 has been 76 percent. From the economic standpoint a parasitic load of 12 
employees for every 100 others is quite a burden to bear. 

The military forces of the United States have purposely been omitted from 
consideration in the two foregoing tables. It is of interest to note, however, 
that the inclusion of these military forces for the years 1951 and 1952 respectively 
would show 16.7 and 18.2 total governmental employees that must be supported 
by each 100 other workers in the United States. Indeed a heavy load. 

frends for all years from 1929 to 1953 are shown on chart 38 and in the accom- 
panying data sheet 2. 

It should be noted that the trends for the years 1948-53 shown on charts 1, 2, 
and 3 are continuations of the upward trends which began in the early 1930's 
and show no indication of change. Here in physical rather than financial terms 
is evidence of the “revolution” mentioned in the beginning of this report. This 
observation will be confirmed by still another instance of expansion measured 
by the increase in the number of departments and agencies in the executive 
branch of the Federal Government. These data apply only to major groups and 
not to their recognized subdivisions or components. 


TABLE 11.—Departments and agencies in the executive branch 


1926 


. 31 | 1930 i ‘ ics I i a a 69 
1927 be 31 | 1940_ Leonie sacs, SUNN IR a fa 69 
1928 31 | 1950 hae i 
1920 ie Ot 1 a0@ lean Z 6D | 


The data which follow will measure the increased operations in financial terms. 

Federal receipts and expenditures: The ensuing as well as the foregoing 
data are shown upon a per capita basis rather than in totals only as it is to be 
expected that total expenditures and taxes will normally rise as the population 
increases. An increase on a per capita basis calls for analysis and explanation. 

In the following table a comparison is shown on both a total and a per capita 
basis between Federal receipts and expenditures. The term “receipts” naturally 
includes income from all forms of taxation including income, capital gains, 
excises, customs, ete. 


TABLE 12.—Ordinary Federal receipts and expenditures 


In bili Revenue | Expenditures 
- per | per 
a Expenditures capita capita 

| 

| 
1930 $4. 178 $3. 440 $33. 90 | $27. 95 
194 5. 265 9. 183 40.00 | 69. 60 
194 44. 762 98. 703 320. 50 706. SO 
1948 42.211 33. 791 288. 00 231.00 
1949 38. 246 40. O57 256. 50 268. 20 
1950 37.045 40. 167 245.00 | 265. 00 
1951 48.143 44.633 311.80 289. 00 
1952 62. 129 66.145 396. 00 421.00 
1953 65. 218 74. 607 410. 00 466. 50 


These data in per capital trends since 1900 are shown graphically on chart 4 
As in the prior tables, there is no evidence of a declining trend in the actual 
data. 

Federal, State, and local taxes: Further light is thrown on tax trends by com- 
paring increases in population and taxes since 1930. This information is given 
in table 13. 
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TABLE 13.—Comparative increases in tares and population excluding social 
security taxes’ 








{In millions] 
Percentage of 1929 
Federal CF n — 
Population ee ; i 
aX ( i iy 
: ” Populat Federal State and 
ixes local taxes 
1930 123. 1 $ 7 $6, 798 1.2 05. 1 105. 7 
1940 131.8 $921 7, o 108. 3 147. ¢ 124.4 
1945__- 139. ¢ 10, 989 1,19 1, 228 143.0 
1948___ 146. 6 7, 636 l 12 120) 1, 129.0 207.5 
1949 149. 1 ) 14, 790 122 1, Ob 2 0 
1950... 151.1 4, 955 15, 914 124.4 1, 049.0 247.5 
1951 154.4 45, UN4 17 t 127.0 1, 378.0 273.0 
1952... 1 0 59, 535 129. 1 1, 785.0 
1953... 159. 7 62, 65¢ 131 1, 878 
1 Except portion used for administrative social security costs 


Maximum activity in the Korean war occurred in 1952 and in World War II 
in 1945. Despite the relatively smaller operation represented by the Korean 
war, Federal taxes in 1952 were 45 percent greater than in 1945. In the mean- 
time the Federal debt has not been decreased but is rising and pressure for 
higher debt limit has not been removed. The reasons for some of this great 
increase have been indicated in the prior tables. 

Annual data including those shown in table 13 for the period from 1916 to 
1951 are given in data sheet 3 and are shown graphically on chart 5. The strik- 
ing comparison between the increases of Federal taXation and of State and 
local taxation and of both in comparison with the increase of population justi- 
fies some comment on the difference. Obviously State and local taxation by 
1951 had increased 173 percent since 1929 while population has increased but 
54 percent. 

Federal taxation in the same time has increased 1,278 percent or nearly 13 
times with no decrease in Federal debt and strong prospects of further increase. 
The p stwar trend merely continues that established before World War II, 
although it is of course higher than it would have been had the war not occurred. 

On the other hand tables 9 and 10 and charts 1, 2 and 3 indicate conclusively 
that civilian employees in Government show an increasing trend, particularly in 
the Federal Government since the early thirties. This measure is quite inde- 
pendent of continuing financial increases due to costs introduced by war. 

It seems natural to assume that real “‘welfare” needs should be most apparent 
in the localities where they exist and that State and local taxes would show 
a responsive trend. The fact that such “on-the-spot” trends are but a fraction 
of the Federal trends may indicate the correctness of the early statement that 
the revolution “could only be achieved through carefully coordinated effort 
by a relatively small group centered at policy making levels,” a group possibly 
composed of “politicians, college professors and lawyers” as quoted in the first 


paragraph. The comparison also warrants the inference that local control 
of spending and taxes is more effective than remote control which impairs both 
knowledge and understanding. 

Taxes as a percentage of national income: It will be of informative value 
to show the trend of taxes as a percentage of national income which provides 
the fund out of which taxes must be paid. The following table for the years 
shown will indicate such percentage and the trend. 
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Again, the comparisons \ 


| be upon a per I y basis and will show 
changes in total private debt including corporate debt and tot pub 
compared with national income per fi he ¢ \ llow in the next table 
TABLE 16 Comparatia Vy 
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At current prices, gross national product increased 252 percent between 192 
and 1953 but at constant prices the increase was 125 percent. In the same 
interval Federal debt increased 1475 percent in current prices. It is this in- 
crease in Federal debt which in this recent philosophy is of no practical sig- 
nificance. The measure of control under this theory is the ratio between debt 
and gross national product. 

Data in the foregoing table are shown from 1900 to date in data sheet 8— 
trend values only for 1990 to 1920. This information is shown in chart form 
on Chart 9. The dotted line shows what gross national product would have 
been at constant prices, in this case at consumers’ prices of 1929, a year of high- 
level production. The lightly shaded area between the adjusted and unad- 
justed values after 1943 shows the inflationary spread due to postwar rising 
prices or in other words to the increased cost of living. A still greater area 
of inflation must be expected if the dollar is weakened by increasing Federal 
expenditures and debt. 

Ratio of Federal debt to gross national product: Since, as has been previously 
mentioned, the ratio between Federal debt and gross national product has been 
suggested as an effective measure of control in the prevention of excessive debt, 
it will be well to observe the values of this ratio for a period of time embracing 
videly varying conditions in our national economy. 

It will also be informative to show the effect of these policies of great Federal 
expenditure and high taxes on citizens’ personal income after taxes as it relates 
to gross national product. This latter division of income is known as dispos- 
able personal income and together with its ratio to gross national product is 
shown in the following table: 


TABLE 18.—Gross national product, Federal debt and disposable personal income 


[Values in billions of current collars] 


; 
| | | Percent 
| | eens ‘isposable 
National | Federal Disposable . Fe iter al perser al 
rroduct debt pate i ia t, gros income, 
| pri | income nation al gross 
| | product national 
| | product 
| | 
1929___ oe $103 8 | $16.9 $82 5 16 3 79.4 
1939 | 9.9 | 16 2} 73.7 | 17.8 81.0 
194 101.4 | 48 5 | 75.7 47.8 | 74.7 
1945 215 2 |} 259 1 | 151.1 120 5 70.2 
1948... 259. 0 252 4 | 188. 4 | 97.5 72.7 
1949 258. 2 252 8 187.2 97. 9 | 72.5 
1950 286.8 57. 4 205. 8 89 8 | 76.7 
1951 329.8 255 3 2: 77.5 | 68.2 
1752... 348 0 259.2 74. 5 67.5 
19531 3466.0 266. 1 72.7 68.3 





It is apparent from the data that Federal debt increased from 16 percent 
of gross national product in 1929 to 78 pereent in 1953. In the same period 
the citizens’ share of their own income available for their own purposes de- 
clined from 79 to 68 percent of gross national product. This declining per- 
centage of gross national product left to the consumer himself will be par- 
ticularly noticeable when business volume declines to a more nearly normal 
level. This sacrifice has been made without any reduction in the total debt 
level. This is due largely to the Federal Government's increasing participation 
in what might be termed extracurricular activities based upon the conception 
of government defined in the Constitution and previously followed during our 
unprecedented rise in economic status. 

The data in table 18 are shown in extended form since 1900 in data sheet 9 
and on chart 10. The chart clearly indicates the tremendous change that has 
occurred in this ratio between Federal debt and gross national product. From 
1900 to 1916 there was a steady decline in the ratio which averaged only 4.4 
percent for the period. This means that the citizen was realizing a larger and 
larger percentage of his earnings for his own needs and desires. 

The effect of debt arising in World War I is apparent in the increased ratio, 
but following the peak in 1921 there was a gradual decline to 16.3 percent in 
1929 when the upward climb began again. Beginning in 1948, 3 years after the 
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end of World War II and 2 years before the Korean war, the Federal debt again 
began to climb. 

The decline in ratio since 1948 is caused entirely by the abnormally high output 
of economic goods in terms of both volume and price and not by a decline in the 
debt level. This distinction is important. Gross national product is the arith- 
metical product of price multiplied by physical volume. Physical volume lately 
has been abnormally high because extensive military rearmament has been 
underway since World War II, not only for ourselves but for other nations. 

Physical volume was also increased by certain relief measures and military 
aid for other countries and production to meet domestic demand deferred by 
World War II. In addition, prices have risen 49 percent since 1945. The point 
to be emphasized is that the physical volume of output for the period since 1940 
has been abnormally high due to preduction for war and its waste and for demand 
deferred from wartime. Without another war we cannot hope to maintain this 
physical output regardless of what happens to prices and it should not be con- 
sidered a function of Government to try it. 

Disposable personal income: The citizen’s reduced share of his own personal 
income as a percentage of the goods and services he creates is also portrayed 
on chart 10. The declining trend shown in table 18 is clearly defined on the 
chart. The trend was even more sharply downward prior to 1943 when wartime 
output increased greatly and to be continued, as previously mentioned, by renewed 
abnormal production for military purposes and deferred civilian demand. 

The larger the share of production and its value absorbed by Government, 
the less the citizen has for his own choice of expenditures. The following data 
are taken from the Economic Report of the President for 1954. 


TABLE 19.—Percentage of gross national product, personal versus governmental 
purchases 


Personal Total Gov- 


Year consumption] ernment 

expenditure | purchases 

Percent | Percent 
Pe hss etek 7 78.0 | 10.1 
Gt is<ae ; de . 71.0 | 12.3 
1948... i 68.7 | 14.1 
Be onienst . 69.9 | 16.9 
1950. . .. 67.9 14.6 
1951_. i : 63.1 19.1 
1952... - naan — _ 62.7 22.3 
1953 ! . i i ; 62. 6 22.7 


1 Estimates. 


Here indeed in the declining share of his own output that is allotted to him 
is one result of the revolution at work. 

The extraordinary expenditures of Government beginning in the early thirties 
are continuing with increasing volume. 

Changes in post war policies: Changes in governmental policy with respect 
to expanding participation in and control of our economic activities has been 
repeatedly emphasized in this study. Further light on these policies and their 
effect may be shown by reference to the long-term history of prices in this 
country. On chart 11, the trend of wholesale commodity prices’ in terms of 
1910-14 as 100 percent are charted. Two outstanding features of this long-term 
trend are obvious at once: 

1. The great price peaks that occur as a result of war. 

2. Even in annual terms there is no such thing as price stability or normal 
prices. 

A glance at the chart and consideration of the continuous change in the 
price level should suggest the impossibility of price stabilization by the Gov- 
ernment. Complete regulation of all things economic within the country and 
complete insulation from all influences from without would be essential. 
Manifestly this is impossible. The payment of subsidy, as in agriculture, is to 
admit the impossibility of price control and to continue subsidy is to encourage 
excess production and high governmental expenditure with its evil results. 





2 Data for 1800-1933 from Gold and Prices by Warren and Pearson. Data for 1934 to 
date derived from Statistics by U. S. Department of Labor. 
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Without war the great price peaks with their resultant periods of chaos would 


! ul With wat hey may be temporarily distorted or deferred but the 

effects of abnormal war « , diti Ss Cal t be perimanently averted One of the 

avoidab'e features of war is that the cost must be paid in full in one way or 
©} There is no relief from this 


The great price recessions following the War of 1812, the Civil War, and World 
War I are typical of those which have occurred throughout history in other 
countries after major wars It has now been over 8 years since hostilities 
ceased in World War II Within 8 years following the close of hostilities in 


the prior wars mentioned, price declines from the peak values were as follows: 


TABLE 20 Price declines 8 years after war 


Percent 
War of 1812_- ; se fi a a a a ee 
Civil Wat . _ Bie Sl eae —_ -_- oo 
World War I a tea tar aad ricupsac SO 
World War II az Pi isda soca) Fa 


The depreciation of the dollar in terms of gold in 19384 would prevent an 























ultir te decline of prices to the low levels following earlier wars The closer 
] e cont! in effect during World War II retarded the price increase and the 
ent of the Korean war has helped to sustain if not to increase the latest price 
Present policy seems to be to prevent any such decline a ave sustained 
‘ past wnrs Painful and disturbing as thev were, tl declines at 
eS ed ng much of the cost of the lr ino approximately 
e value as that wl } as bort ed for its prosecution, and that except 
{ durati of t ] e peaks, those who depended upon fixed income for 
ving expenses were not permanently deprived of much of their pur- 
( y wel 
‘ econo! und de policic 1 to be designed in an effort to ma 
I ve t itv ; l price it ¢ hie he present plateau The deluge 
that fl f h when a \ lk e fror he recent peak occurs 
i ‘ LW gness and la f u to face the responsibill 
i ) | S te if Vii il ed to any group in 
‘ fter g of character i robably to be a result 
ective | l i itl ce ind activities Govern- 
re recent vent t} iv be due | rely to an increased etiphasis on 
‘ edie rather than to a lessening of integrity, or it may be due to both. Be 
t} s it may, the continuation of the new philosophy will mean the retention 
of hig ebt levels, high governmental expenses, and a high cost of living. It 
i it not only to ince the Federal budget but to balance it at a lower 
leve f cost. There is no margin of safety in the advent of a serious depression 
a ‘ lie \W T 
T) is 2 most important point from the standpoint of public interest. In the 
event of a depression, Government income will drop far more rapidly than the 
volume of business declines. Government expenses will not decline but will 
ease greatly if they “remain a significant sustaining factor in the economy” 
as stated in the President’s Economic Report. This means additional deficit 
ti cing of large magnitude and therefore increasing public debt to unman- 





ageabie proportions 

rhe possibility of this coming to pass is indicated by the National Resources 
Planning Board in a pamphlet of its issue under the title, “I'ull Employment 
Security—Building America,” The Board asks: 

1. What policies should determine the proportion of required Government 
outlay which should be met by taxation and by borrowing? 

2. What special methods of financing, such as non-interest-bearing notes, might 
be used? 

What are the non-interest-bearing notes to which reference is made? This 
is merely a euphonious term for paper money, a product of the printing press. 
But this paper money is also a debt of the nation. The various denominations 
of paper money are non-interest-bearing demand notes, payable by the Govern- 
ment to the holders on demand by them. The phraseology on the notes indicates 
this and the Supreme Court has so held: 

In the case of Bank v. Supervisors (7 Wall., 31), Chief Justice Chase says: 

“But on the other hand it is equally clear that these notes are obligations of 
the United States. Their name imports obligations. Every one of them expresses 
upon its face an engagement of the Nation to pay the bearer a certain sum. The 
dollar note is an engagement to pay a dollar, and the dollar intended is the 
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coined dollar of the United States, a certain quantity in weight and fineness of 
gold or silver, authenticated as such by the stamp of the Government. No other 
dollars had before been recognized by the legislation of the National Govern- 
ment as lawful money.” 

And in 12 Wallace, 560, Justice Bradley says: 

“No one supposes that these Government certificates are never to be paid; 
that the day of specie payments is never to return. And it matters not in what 
form they are issues —_--. Through whatever changes they pass, their ultimate 
destiny is to be paid.” 

In commenting upon these decisions Senator John Sherman said in the Senate 
of the United States: 

“Thus then, it is settled that this note is not a dollar but a debt due.” 

Aside from the fact that paper money outstanding is strictly speaking a debt 
of the Nation, the importance of the non-interest-bearing note question raised by 
the National Resources Planning Board lies in the threat of greatly increased 
supply of paper money. The effect of such action if taken will be a renewed 
stimulation of drastic inflation with all its evil results. 

Based upon the most reliable data available * our margin of national solvency 
is rather small. According to these figures the total debt of all forms, public 
and private, in the United States was 86.5 percent of the total wealth, public 
and private, in the country in 1944. Since 1944, prices have risen due to inflation, 
generally from 40 to 50 percent. 

In terms of current prices, this raises the value of national wealth. For this 
reason and because the total debt of the country, public and private, increased 
only about one-third as much as prices, the ratio of debt to wealth as of 194% 
had dropped to 68 percent. While later data are not available, the comparative 
increases in prices and debt by the end of 1951 lead to the conclusion that this 
ratio of debt to wealth may be somewhat higher at the present time. In 1929, 
the debt-wealth ratio was 51 percent. In the interval from 1929 to 1948 the 
ratio of Federal debt to national income (from which debt is paid) increased 
from 4 to 82 percent. The influence of public debt on the integrity of money 
values is far greater than the influence of private debt can possibly be. 

If income goes down and debt goes up there will be a double adverse leverage 
on the debt situation as measured by the ability to pay. If increased Federal 
expenditures fail to work in stemming the depression, the situation will be loaded 
with inflationary dynamite to the permanent detriment of all of us. The present 
high level of prices is quite a springboard from which to take off. 

Industrial production in the United States: Industrial activity is of over- 
whelming importance in the economic life of the Nation. On chart 12 is shown 
in graphic form a measure of this activity year by year since 1900. The smooth 
line marked “calculated normal trend” was computed from two long series of 
data and is based on the period from 1898 through 1940. The rising trend is 
based on the increase in population from 1900 through 1953 and the annual rise 
in productivity due to increased efficiency from 1898 to 1941. With this trend as 
a starting point, the data made available monthly by the Cleveland Trust Co. 
were used to compute the total production as shown. The Cleveland Trust Co, 
is in no way responsible for the index values of total production as shown on the 
chart. The dotted line shows the corresponding index as published by the Federal 
Reserve Board. 

Except for the war years, the agreement between these two series is close. 
The disagreement during the war period is possibly due to the inclusion by the 
Federal Reserve Board of certain labor-hour data in computing physical output— 
a method not followed by the Cleveland Trust Co. 

The long-sustained upward progression in our productivity is a testimonial to 
the industry and technical ability of our people. The increasing output in terms 
of both efficiency and volume is the only source of our high and continued rise 
in standard of living. It shows no abatement. The temporary interruptions we 
call depressions are deviations from trends and are to be expected until we rec- 
ognize their causes and if possible counteract them. 

The significant part of the long-term trend at this time is from 1940 to date. 
Since 1940, industrial output has been accelerated far beyond normal peacetime 
requirements by the wasteful consumption and demand created by war. This 
was followed by a resurgence of civilian demand composed of new and deferred 
replacement needs. Before this was satisfied new military preparations were 
resumed and the Korean war began. 





on vol. 14 of Studies in Income and Wealth by National Bureau of Economic Research, 
51. 
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Only with the stoppage of hostilities in that area has demand begun to slacken 
although it is still fortified by continued production of munitions for war, some 
of which we still supply to other countries. This sustained abnormal production 
is evident on chart 12. Some of the more optimistic interpretations of these 
characteristics are inclined to consider that we have embarked upon a new and 
steeper trend to be traced from the beginning of recovery in the thirties to the 
present time. 

Obviously, the assumption that this is a normal trend discounts completely 
the abnormally low starting point at the bottom of the depression and the 
causes for the sustained bulge previously mentioned. It also assumes an increase 
in productive efficiency that is not warranted by the facts. For years, the annual 
increase due to improving productivity has been approximately 3 percent. 

An increase to 3.5 percent would mean an overall improvement of 17 percent 
in productivity accomplished almost overnight. During the wartime portion of 
this period great numbers of unskilled employees were engaged in productive 
work and many overtime hours were also utilized. Both of these factors reduce 
output per employee hour. Furthermore, the increasing practice of sharing the 
work and of limitations of output by labor unions have tended to offset what 
would otherwise mean further gains in productivity. 

The reason for the discussion of this point is the emphasis placed on the con- 
clusion that the level of output since 1940 is abnormal unless we assume that 
war and preparation for war are normal and that the great deferred demand 
for housing, clothing, automobiles, and other articles was nonexistent. 

For the Government to attempt to offset a return to normal peacetime levels 
of output is to force a return to deficit financing on such a scale as to endanger 
seriously the present value of the dollar. Then would follow further increases 
in the cost of living and to the extent that it would occur, a further repudiation 
of public debt. 

Conclusions: The 20-year record of expanding Federal expenditures for hous- 
ing, slum clearance, public works, nutrition, public health, social security, edu- 
cation, and agricultural support clearly outlines the course of Federal procedure. 
The great and increasing expenditures for the purposes just listed have been 
made not in a period of declining output or depression, but simultaneously with 
and in further stimulation of the greatest output in our history. This undue 
and unwise stimulation, when output was already high, will make a return to 
normal conditions additionally hard to bear or to prevent if Federal expenditure 
is used for this purpose. The designation of “welfare state” seems to be well 
earned under the developments of recent years. Perhaps the philosophy behind 
it might be summarized in a remark made by Justice William O. Douglas in a 
speech made in Los Angeles in February 1949. 

The sound direction of the countermovement to communism in the democ- 
racies—is the creation of the human welfare state—the great political inven- 
tion of the 20th century.” 

Of course, this is not an invention of the 20th century. It was, for example, 
practiced by ancient Greece and Rome to their great disadvantage. 

It would seem to be countering communism by surrendering to it, wherein 
the state assumes the ascendancy over the individual and the responsibility for 
his personal welfare and security. It would seem more courageous and forth- 
right for the Government to cease the cultivation of clamoring minorities, for 
those minorities to stop demanding special favor in their behalf and for the 
Nation as a whole to maintain its integrity by its willingness to pay the cost 
of its deeds and misdeeds. Public interest many times requires the suppression 
of self-interest and under our Constitution requires the maintenance of the 
Nation intact for posterity. 

Farly in this study, there were listed the five channels of increased Federal 
expenditure which the proponents of the welfare activities of Government sug- 
gested. In tables 1 to 8 are listed the growing expenditures of the Government 
under these classifications. The viewpoint that these activities are not in 
accordance with our constitutional provisions is supported in principle by the 
following opinions of the Supreme Court Justices quoted : 

“There can be no lawful tax which is not laid for a public purpose.” (Justice 
Miller, 20 Wallace 655 ; 1874) ; and again: 

“Tax—as used in the Constitution, signifies an exaction for the support of the 
Government. The word has never been thought to connote expropriation of 
money from one group for the benefit of another.” (Justice Roberts, United 
States v. Butler (297 US; 1936).) 

It is the departure from these long-standing principles that in a large measure 
is the “revolution” which its proponents are announcing and endorsing. 
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Power travels with money. It is not feasible for the Federal Government 
to assume the responsibility for collecting or printing money and for doling 
it out to State and local governments and their citizens without imposing the 
conditions upon which it will be spent. Thus by indirection Federal power will 
grow and insidiously penetrate the areas reserved by the Constitution to the 
States and their citizens. 

Former Supreme Court Justice and Secretary of State James F. Byrnes, now 
Governor of South Carolina has said: 

We are going down the road to statism. Where we will wind up no one can 
tell, but if some of the new programs should be adopted, there is danger that 
the individual—whether farmer, worker, manufacturer, lawyer or doctor—will 
soon be an economic slave pulling an oar in the galley of the state. 

The increasing confiscation of income through the power to tax, confirms the 
thought expressed by Mr. Byrnes. We are on the road and it runs downhill 
The evidence is strong. 

Abraham Lincoln once expressed his convictions on this relationship in the 
following words: 

“The maintenance inviolate of the rights of the states, and especially the right 
of each state to order and control its own domestic institutions, according to its 
own judgment exclusively, is essential to the balance of powers on which the 
perfection and endurance of our political fabric depend.” 

The conviction persists that the increasing welfare activities in which the 
Federal Government has been engaged for 20 years can only come to some such 
end as previously suggested if they are continued. It also seems certain that 
heavy Federal expenditures to counteract a depression will prove ineffective. 
Those important industries whose decline leads us into a depression are the ones 
whose expansion should take us out of it. 

An increase in road building will not put idle automobile mechanics back to 
work, nor will a rash of public building construction or alleviation of mortgage 
terms send unemployed textile workers back to their spindles and looms. Pro- 
posed governmental measures will not be successful because they do not strike at 
the causes of the trouble they seek to cure. After all, these same things were 
tried in the long depression of the thirties without success. Pump priming did 
hot pay. 

There is no thought or conclusion to be derived from this study that Govern- 
ment has no responsibility in meeting the extraordinary conditions imposed by 
crises due to financial or other causes. In the “arsenal of weapons” as men- 
tioned in the Economie Report of the President are certain responsibilities and 
procedures available for use as the need may develop. Undoubtedly, the most 
important of these, implicit even if not specifically mentioned, is the maintenance 
of the integrity and value of our money and of our credit system. The ventures 
into “revolutionary” and socialistic fields of expenditure and especially in ex- 
panding volume to stem a depression will be hazardous to and in confiict with 
this major responsibility. 

These two conceptions are completely antagonistic especially because our tax 
and debt levels are so high as to leave little or no margin of financial safety. Our 
recurring “crises” have been utilized in accelerating the progress of the “revolu- 
tion” which we are undergoing. A further depreciation of our currency value 
would provide opportunity for additional acceleration in the same direction. 

In The New Philosophy of Public Debt, Mr. Harold G. Moulton, president 
of the Brookings Institution, says: 

“The preservation of fiscal stability is indispensable to the maintenance of 
monetary stability * * *. It is indispensable to the prevention of inflation with 
its distorting effects on the price and wage structure, and thus to the mainte- 
nance of social and political stability.” 

As someone has said, “What the government gives away, it takes away,” and 
this is true even if it comes from the printing presses, 

Perhaps this study can be closed in no better manner than to quote from a 
statement ‘ by Mr. Dwight D. Eisenhower while president of Columbia University: 

“T firmly helieve that the army of persons who urge greater and greater cen- 
tralization of anthority and greater and greater dependence upon the Federal 
Treasury are really more dangerous to our form of government than any external 
threat that can possibly be arrayed against us.” 





Dwight D. Eisenhower, in letter to Ralph W. Gwinn, dated Columbia University, New 
York, June 7, 1949, in opposition to a general Federal-aid-to-education program. (Con- 
gressional Record, 81st Cong., 1st sess., vol. 95, p. 14, p. A3690.) 
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1930 5.0 21.3 26.3 102. 0 102. 4 | 102.3 
1931 5.0 21.8 26. 8 102. 0 104. 8 | 104. 2 
1932 5.0 21.4 26. 4 102.0 102.8 102.7 
1933 5.0 20. 6 25. 6 102. 0 99.1 99.4 
1934 5.7 20, 9 2, 6 116.4 100.5 103. 5 
19. 6.4 21.4 27.8 130. 6 102.8 108. 1 
193¢ 7.0 23.3 0. 0 142.9 112.0 116.6 
1937 7.0 22.7 29. 7 142.9 109. 1 115. 5 
1938 6.9 23.5 30.4 141.0 112.9 117.5 
1939 7.4 23. 6 31.0 151.0 113.4 120. 6 
1940 8.2 24.3 32. 5 167.5 116.8 126. 5 
1941 10.8 24.9 35, 7 220. 5 119.6 138. 9 
1042 16. 6 24.3 40.9 339.0 116.8 159. 1 
1943 23. 2 23. 2 46.4 473.5 111.5 180. 5 
1944 24.2 22. 6 46.8 494.0 108. 6 182. 0 
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1952 16.6 26.9 43.5 339.0 129.3 169, 2 
1953 16. 2 27.2 43.4 330. 8 130.7 168. 8 


Norte.—Indexes, 1929=100. Not charted. 


Source: Data on governmental employment from Statistical Abstract of the United States, 1953. Federal 


employment, table 404, p. 379, State and local employment, table 424, p. 393. 
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Government civilian employees compared with other civilian employees 
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Ordinary receipts and expenditures 
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Vational income and tax receipts 
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